
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * * 

In the H a t t e r  of: 

A P P L I C A T I O N  OF SOUTH SHORE WATER ) 
WORKS COMPANY FOR A GENERAL RATE ) CASE NO. 9330 
I N C R E A S E  

O R D E R  

PROCEDURAL BACKGROUND 

On May 1 ,  1985, S o u t h  S h o r e  Water . . D r k s  Company “ S o u t h  

Shore”) f i l e d  a n  a p p l i c a t i o n -  with t h e  Commiss ion  for a n  adjustment 

i n  its ra tes  and c h a r g e s  w h i c h  w o u l d  p r o d u c e  a n  i n c r e a s e  in 

r e v e n u e s  of a p p r o x i m a t e l y  $130,537 a n n u a l l y .  On October 3, 1 9 8 5 ,  

S o u t h  S h o r e  p laced  t h e  Commiss ion  o n  n o t i c e  of i ts  i n t e n t  to  place 

the proposed rates a n d  charges i n  e f f e c t  o n  October 23, 1985. 

A hearing was held o n  October 23, 1985, i n  t h e  C o m m i s s i o n ’ s  

offices i n  F r a n k f o r t ,  K e n t u c k y ,  f o l l o w i n g  n o t i c e  g i v e n  p u r s u a n t  t o  

t h e  Commission’s r e g u l a t i o n s .  W i t n e s s e s  a p p e a r i n g  for S o u t h  Shore 

were: M r .  Joe Hannah, P r e s i d e n t  of South Shore,  a n d  Mr. O v a  

Kimbleton, CPA. There were no i n t e r v e n o r s .  

This O r d e r  addresses  t h e  C o m m i s s i o n ’ s  f i n d i n g s  a n d  

d e t e r m i n a t i o n s  on i s sues  p resen ted  and disclosed i n  t h e  h e a r i n g  

and i n v e s t i g a t i o n  of S o u t h  Shore’s r e v e n u e  r e q u i r e m e n t s .  T h e  

Commission h a s  g r a n t e d  rates to  produce a n  annual increase of 

$ 3 4 , 6 7 0  h e r e i n .  A l l  requested i n f o r m a t i o n  has been s u b m i t t e d .  



Commentary 

South Shore prov ides  water service t o  a p p r o x i m a t e l y  1,900 

customers i n  G r e e n u p  C o u n t y ,  Kentucky. S o u t h  S h o r e  f i r s t  provided 

w a t e r  s e r v i c e  i n  t h e  l a t e  1 9 2 0 s  and was i n c o r p o r a t e d  in 1954.  

T h r o u g h o u t  South S h o r e '  5 h i s t o r y ,  company s t o c k  h a s  a l w a y s  been 

c l o s e l y  h e l d  w i t h i n  t h e  Hannah f a m i l y  w i t h  Joe Hannah b e i n g  t h e  

sole s t o c k h o l d e r  t o d a y .  A r e v i e w  of t h e  Annual Reports  on f i l e  

w i t h  t h e  C o m m i s s i o n  i n d i c a t e s  t h a t  S o u t h  S h o r e  h a s  c o n s i s t e n t l y  

operated e f f i c i e n t l y  w i t h o u t  t h e  n e e d  t o  o b t a i n  l o n g - t e r m  

f i n a n c i n g  o t h e r  t h a n  when t h e  u t i l i t y  p u r c h a s e d  t r e a s u r y  s t o c k .  

T h e  p u r c h a s e  of t r e a s u r y  s t o c k  h a s  now occurred t h r e e  times a n d  is 

the p r i m a r y  c a u s e  of S o u t h  S h o r e ' s  d e p l e t e d  f i n a n c i a l  c o n d i t i o n  i n  

t h i s  r a t e  a p p l i c a t i o n .  S o u t h  S h o r e  i n i t i a l l y  h a d  250 s h a r e s  

o u t s t a n d i n g  w h i c h  h a s  b e e n  r e d u c e d  by t h e  p u r c h a s e  a n d  r e t i r e m e n t  

of treasury stock t o  31 1 /2  s h a r e s  w i t h  a r e d u c t i o n  t o  S o u t h  

S h o r e ' s  earnings and a r e s u l t a n t  a p p r o p r i a t i o n  to  South S h o r e ' s  

p a s t  s t o c k h o l d e r s  of a n  e s t i m a t e d  $ 5 0 0 , 0 0 0  i n  t h e  l a s t  10-12  

y e a r s .  I n  every i n s t a n c e  t r e a s u r y  stock w a s  p u r c h a s e d ,  S o u t h  

Shore's a c c u m u l a t e d  e a r n i n g s  were d e p l e t e d  t o  zero or b e l o w .  I t  

s h o u l d  a l so  be noted t h a t  a t  the t i m e  of t h e  l a t e s t  p u r c h a s e  of 63 

s h a r e s  of s t o c k  for $200 ,000 ,  an offer was made t o  S o u t h  S h o r e  of 

$1.8 m i l l i o n  for i ts  e n t i r e  opera t ion ,  b u t  was turned down to  

maintain the family h e l d  o w n e r s h i p .  

S o u t h  Shore also o p e r a t e d  sewer f a c i l i t i e s  for some 62 

c u s t o m e r s  u n t i l  S p r i n g ,  1985,  when a p p r o v a l  w a s  g r a n t e d  f o r  the 

t r a n s f e r  of t h e s e  facilities t o  t h e  City of S o u t h  Shore  i n  t h e  
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. 

C o r n m i a s i o n ' s  Order i n  Case No. 9305l entered May 30, 1985. A l l  

transactions of t h e  sewer operations were removed by South Shore 

in its pro f o r m a  analysis. 

The Commission also notes that in 1979 South Shore began 

adding chemicals to its Water supply and in 1981 began to recover 

these additional costs through an illegal surcharge of 10 c e n t s  

per 1000 gallons. This surcharge was discontinued in early 1985 

subsequent to Case No. 9 2 0 5 .  * A f t e r  analysing t h e  additional 

costs incurred and t h e  amounts collected from the surcharge in 

this case and finding them approximately equal, the Commission is 

of the opinion that no refunds will be required. However, the 

Commission is placing South Shore on notice that such action in 

the future will not be tolerated. 

In its application South Shore stated that the additional 

revenues requested were necessary to m a k e  improvements to its 

water system. Mr. Hannah, in his prefiled testimony, stated that 

the utility was not in compliance with many of the Commission's 

rules and regulations, i.e., l o w  pressure and discolored water. 

Mr. Hannah also stated in his testimony that without a rate 

adjustment, service would continue to deteriorate beyond the 

already substandard level. 

Application to Transfer Sewer Utility Serving Forest H e i g h t 8  
Subdivision From South Shore Water Works Company to the South 
Shore, Greenup County, Kentucky. 

Kentucky Public Service Commission v. South Shore Water Works, 
Inc. 
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In its application South Shore proposed to include the cost 

of several improvements which i t  believed would alleviate the 

service concerns identified in Mr. Hannah's testimony. These  

improvements were as follows: 

Storage Tanks 
Line Relocation 
3 Service Trucks 
Cash Register 
Replace Old Lines 
Computer 
2 Wells 
Artificial Recharge Pit 
Backhoe 

Total 

$ 30,930 
41,447 

l,OS7 
87,816 

2 7 , 0 0 0  

15,435 
46,420 
18,768 
34,000 

302 ,873  

South Shore proposed to complete these improvements over d 

5-year period.  In lieu of obtaining financing, South Shore 

proposed a plan which would generate the funds internally through 

a rate adjustment based on the amortization of the overall cost 

over a 10-year period calculated at 12 percent. However, even 

though specifically requested, South Shore did not see t h e  need to 

file an application for a certificate of public convenience and 

necessity or a plan of financing. The Commission is of the 

opinion that final appicoval for t h e s e  improvements cannot be 

granted u n t i l  such f i l i n g s  are completed. 

At the time of the hearing, the initial phase of the line 

replacement had been substantially completed, the cash register 

purchased, one service truck purchased and some of the work on the 

line relocation completed. H o w e v e r ,  the e x p e n d i t u r e s  generated by 

theee improvements had t o t a l l y  depleted all O E  South  Shore's cash 

reserves and, as indicated i n  its letter ot October 3, 1985, 
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placed t h e  u t i l i t y  i n  an u n d e s i r a b l e  f i n a n c i a l  p o s i t i o n .  S o u t h  

Shore a l so  s ta ted  t h a t  i f  t h e  r a t e  a d j u s t m e n t  was n o t  g r a n t e d ,  

s e r v i c e  w o u l d  be s e v e r e l y  c u r t a i l e d .  T h e  C o m m i s s i o n  recognizee 

that many of the i m p r o v e m e n t s  l i s t e d  a re  necessary t o  bring S o u t h  

Shore i n t o  c o m p l i a n c e  with the Commission r u l e s  and r e g u l a t i o n s ,  

b u t  t h e s e  i m p r o v e m e n t s  m u s t  be c o m p l e t e d  i n  such manner  t h a t  t h e  

b e s t  interest of b o t h  t h e  u t i l i t y  and t h e  c u s t o m e r  a re  maximized. 

T h i s  m a x i m i z a t i o n  r e q u i r e s  complete c o o p e r a t i o n  b e t w e e n  and among 

a l l  p a r t i e s .  The Commission e x t e n d s  its s e r v i c e s  a n d  t h e  s e r v i c e s  

of its staff t o  m e e t i n g  t h i s  goal. 

ANALYSIS AND DETERMINATION 

TEST PERIOD 

S o u t h  S h o r e  proposed t h e  12-month p e r i o d  e n d i n g  December  

31, 1984,  a n d  also January 31, 1985, as tes t  p e r i o d s  i n  this 

matter.  The  billing a n a l y s i s  of S o u t h  Shore was prepared for t h e  

year ended December 31,. 1 9 8 4 ,  a n d  t h e  Commiss ion  is of t h e  o p i n i o n  

t h a t  t h e  appropr ia te  t es t  period is t h e  12 m o n t h s  e n d e d  December 

31, 1984. 

VALUATION METHOD 

N e t  I n v e s t m e n t  

The Commission f i n d s  the Net I n v e s t m e n t  Rate Base 

d e t e r m i n e d  f r o m  s o u t h  Shore's p r o p e r t y  d e v o t e d  to p u b l i c  service 

as of December 3 1 ,  1 9 8 4 ,  as follows: 
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Water U t i l i t y  P l a n t  i n  S e r v i c e  $ 6 5 6 , 5 3 7  
Add : 
Allowable Pro Forma P l a n t  A d d i t i o n s  
Water U t i l i t y  P l a n t  i n  S e r v i c e ,  A d j u s t e d  $759,805 
Add : 
C a s h  Working  C a p i t a l  16,520 
Less: 

C o n t r i b u t i o n s  i n  A i d  of C o n s t r u c t i o n  231,683 
N e t  I n v e s t m e n t  R a t e  B a s e  $331,788 

103, 2683 

4 

R e s e r v e  f o r  D e p r e c i a t i o n  $212,854 

REVENUES A N D  EXPENSES 

S o u t h  S h o r e  showed a n e t  profit f o r  t h e  test  period of 

$32,610. S o u t h  S h o r e  proposed s e v e r a l  pro f o r m a  a d j u s t m e n t s  to  

its test period o p e r a t i n g  r e v e n u e s  and expenses  to  more a c c u r a t e l y  

r e f l e c t  c u r r e n t  o p e r a t i n g  c o n d i t i o n s .  The Commission f i n d s  t h e s e  

a d j u s t m e n t s  reasonable and h a s  accepted them for rate-making 

purposes w i t h  t h e  f o l l c w i n g  excep t ions :  

O p e r a  t inq R e v e n u e s  

S o u t h  S h o r e  showed t e s t  per iod o p e r a t i n g  r e v e n u e s  of 

$185,017 of w h i c h  $ 1 5 , 6 2 3  r e p r e s e n t e d  a d d i t i o n a l  charges to t h e  

customers of South S h o r e  during t h e  t es t  period f o r  special 

c h e m i c a l s  used  to  p r e v e n t  d i s c o l o r a t i o n  i n  t h e  w a t e r .  This 

C o m p u t a t i o n  of a l lowab le  pro forma p l a n t  additfonst 
Water u t i l i t y  P l a n t  i n  S e r v i c e ,  S e p t e m b e r  30, 1985 $ 7 2 7 , 9 5 1  

I ncreaee $ 71,414. 
Capitalized l a b o r  - 2 now omployooe 

W a t e r l i n e  r e l o c a t i o n  p r e v i o u s l y  e x p e n s e d  i n  1984 8,209 
C h e v r o l e t  t r u c k  purchased 3/19/85  ( n o t  recorded) 8,050 

To’ial $103,266 

Water U t i l i t y  P l a n t  i n  S e r v i c e ,  December 3 1 ,  1984 6 5 6 , 5 3 7  - 
r O  

Capitalized payro l l  t a x  o n  t h e  now e m p l o y e e s  1 , 5 9 5  

C o m p u t a t i o n  of c a s h  w o r k i n g  c a p i t a l :  
$132,161 ( o p e r a t i n g  e x p e n s e s  less depreciation) X 12.5% = 
$16,520 
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special  charge w a s  not a u t h o r i z e d  by t h e  C o m m i s s i o n  a n d  management  

d i s c o n t i n u e d  m a k i n g  t h e  charge as of March 1, 1 9 8 5 .  T h e r e f o r e ,  

for r a t e - m a k i n g  purposes, t h e  Commiss ion  has r e d u c e d  book 

o p e r a t i n g  r e v e n u e s  by $15,623. 

Source of Supply E x p e n s e s  a n d  
T r a n s m i s s i o n  a n d  D i s t r i b u t i o n  E x p e n s e s  

S o u t h  S h o r e  made a pro forma a d j u s t m e n t  t o  t e s t  per iod 

o p e r a t i n g  e x p e n s e s  of $10,000 t o  source of s u p p l y  e x p e n s e s  a n d  

$10,000 to t r a n s m i s s i o n  a n d  d i s t r i b u t i c n  e x p e n s e s  w h i c h  represents 

t h e  a n n u a l  s a l a r i e s  of t h e  t w o  a d d i t i o n a l  e m p l o y e e s  h i r e d  i n  

March ,  1985. T h e i r  p r i m a r y  f u n c t i o n s  are f o r  new c o n s t r u c t i o n  a n d  

o p e r a t i o n  and m a i n t e n a n c e  areas of t h e  water system. D u r i n g  t h e  

p u b l i c  h e a r i n g ,  Joe Hannah testified t h a t  a p p r o x i m a t e l y  70 p e r c e n t  

of t h e i r  time would be devoted t o  new c o n s t r u c t i o n  a n d  t h e  

r e m a i n i n g  30 p e r c e n t  to  m e t e r  r e a d i n g  a n d  v a r i o u s  m a i n t e n a n c e  

d u t i e s  . The Commiss ion  has r e d u c e d  e a c h  pro forma salary 

a d j u s t m e n t  of S o u t h  S h o r e  by $ 7 , 0 0 0  w h i c h  r e p r e s e n t s  t h e  c a p i t a l .  

portion of the e m p l o y e e s  s a l a r y .  F u r t h e r  c o n s i d e r a t i o n  w i l l  be 

afforded t h i s  a d j u s t m e n t  i n  t h e  d e p r e c i a t i o n  e x p e n s e  section of 

t h i s  Order. 

The  Commiss ion  has also made the t w o  f o l l o w i n g  a d j u s t m e n t s  

to t es t  period operating e x p e n s e s :  

1. A reduction i n  source of supply  labor cost of $6,000 

due to M r .  J. Byron Hannah's r e t i r e m e n t  o n  March 1 5 ,  1985. 

T r a n s c r i p t  of E v i d e n c e  ("T-E."), Page 38. 
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2 .  A r e d u c t i o n  i n  t r a n s m i s s i o n  a n d  d i s t r i b u t i o n  expenses 

of $ 8 , 2 0 9  p e r t a i n i n g  to w a t e r l i n e  r e l o c a t i o n  cost of h i g h w a y  

i m p r o v e m e n t s  w h i c h  was e r r o n e o u s l y  c h a r g e d  t o  o p e r a t i n g  e x p e n s e s  

d u r i n g  1984 b y  S o u t h  S h o r e . 6  This i t e m  w i l l  be considered f u r t h e r  

i n  t h e  d e t e r m i n a t i o n  of d e p r e c i a t i o n  expense. 

T h e r e f o r e ,  the a d j u s t e d  test period expenses  re la ted  to 

Source of S u p p l y  E x p e n s e s  is $ 6 , 6 4 1  a n d  T r a n e m f s s i o n  a n d  

D i s t r i b u t i o n  E x p e n s e s  is $ 1 7 , 8 5 6 ,  f o r  t o t a l  r e d u c t i o n  of $28 ,209 .  

P u r c h a s e d  Power Expense 

S o u t h  S h o r e  recorded p u r c h a s e d  power  e x p e n s e  for the t e s t  

period of $20 ,737 .  I n  its r e p o n s e  to  t h e  Commission's request for 

a d d i t i o n a l  information d a t e d  A u g u s t  7, 1985, South Shore f u r n i s h e d  

i n f o r n a t i o n  r e l a t ed  to i n c r e a s e d  power cost  for pumping  a n d  

proposed a pro forma a d j u s t m e n t  of $975 .  The  Commiss ion  reviewed 

the information submitted by Sotl th  S h o r e  and  a f t e r  a n n u a l i z i n g  the 

e lec t r i c  bills €or the first 7 months of 1985 arrived a t  an 

a d j u s t e d  p u r c h a s e d  power e x p e n s e  of $21 ,274 .7  This r e s u l t s  i n  a 

r e d u c t i o n  of $ 4 3 8 .  

C h e m i c a l  E x p e n s e  

S o u t h  S h o r e  h a d  recorded c h e m i c a l  e x p e n s e  for the test 

period of $9,296.  I n  its r e s p o n s e  to  t h e  C o m m i s s i o n ' s  request for 

i n f o r m a t i o n  dated August 7 ,  1985, S o u t h  Shore i n d i c a t e d  i n  i ts 

answer to questfon 8c that chemical expenso e h o u l d  be r e d u c e d  by 

$ 5 6 6  which would t h e n  r e f l e c t  an average  annual Cost of chemicals .  

T.E., October 2 3 ,  1985,  page 51.  

$12 ,410 .08  + 7 = $1 ,772 .87  X 1 2  = $ 2 1 , 2 7 4 .  ' 
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Therefore, the Commission has reduced the chemical expense  by 

$ 5 6 6 .  

Depreciation Expense 

South Shore recorded depreciation expense of $12,114 for 

the test period. The depreciation schedule for the year ended 

December 3 1 ,  1 9 8 4 ,  filed with the application of South Shore and 

identified as Kimbleton Exhibit No. 2 ,  listed s e v e r a l  capital 

items on which depreciation expense was computed using an 

accelerated method of depreciation. The Commission advised South 

Shore through its information Order dated August 7, 1985, that it 

recognizes only depreciation expense computed on the straight-line 

method for rate-making purposes. South Shore filed its response 

to the information Order on September 3 ,  1985, which included a 

r e v i s e d  depreciation schedule on which S o u t h  Shore indicated an 

increase in depreciation expense of $ 5 9 8  by recomputing all 

depreciation to the straight-line method. 

The Commission in its disallowance of capital items of 

$7,000 included in Source of Supply Expenses, $ 1 S r 2 0 9  in 

Transmission and Distribution Expenses ,  $l,S95 in payroll t a x e s ,  

unrecorded purchase of a Chevrolet pick-up truck of S8,OSO and pro 

forma capital additions from December 3 1 ,  1984,  through September 

30, 1985, of $71,414 has allowed a pro forma depreciation expense 
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a d j u s t m e n t  of $ 2 , 7 0 9  c o m p u t e d  o n  t h e  basis of S o u t h  Shore's 

e x p e c t e d  lives for t h e  p r o p e r t y  b e i n g  i n s t a l l e d .  8 

The Commiss ion  h a s  a l so  r e d u c e d  d e p r e c i a t i o n  e x p e n s e  by 

$ 4 , 2 9 8  i n  a c c o r d a n c e  with its e s t a b l i s h e d  p r e c e d e n t  for 

r a t e - m a k i n g  purposes t h a t  d e p r e c i a t i o n  e x p e n s e  s h o u l d  be computed 

o n  t h e  b a s i s  of o r i g i n a l  cost  of t h e  p l a n t  i n  s e r v i c e  less 

c o n t r i b u t i o n s  i n  a i d  of c o n s t r u c t i o n .  The Commission 1s O f  t h e  

o p i n i o n  that it  is u n f a i r  to  require r a t e p a y e r s  to p r o v i d e  

recovery o n  t h a t  p o r t i o n  of t h e  p l a n t  p r o v i d e d  free of cost .  

T h u s ,  t h e  Commission finds t h a t  t h e  app ropr i a t e  a d j u s t e d  

test p e r i o d  d e p r e c i a t i o n  e x p e n s e  is $ 1 1 , 1 2 3 ,  a r e d u c t i o n  of 

S l r 0 0 1 .  

P a y r o l l  Taxes 

At t h e  e n d  of t h e  test period, S o u t h  Shore had p a y r o l l  

t a x e s  of $ 8 , 2 6 9 .  I n  r e s p o n s e  to t h e  C o m m i s s i o n ' s  request for 

i n f o r m a t i o n  wh ich  was f i l e d  o n  September 3 ,  1 9 8 5 ,  an  a n a l y s i s  of 

p a y r o l l  t a x e s  i n d i c a t e d  t h a t  t h e  a c c o u n t  i n c l u d e d  Sales and Use 

T a x e s  of $523. S i n c e  South Shore o n l y  c o l l e c t s  t h e  sales t a x  o n  

its commercial sales a n d  r e m i t s  t h e  t a x  to  t h e  Commonwealth of 

Kentucky, it cannot he c o n s i d e r e d  an e x p e n s e  of t h e  wa te r  company 

a n d ,  t h u s ,  the Commiss ion  has reduced p a y r o l l  t a x e s  by $ 5 2 3 .  The 

Commission has also made an a d j u s t m e n t  of $683 t o  p a y r o l l  t a x e s  

based on t h e  e x p e n s e  portion of p a y r o l l  t a x e s  o n  t h e  sa la r ies  of 

Response to  h e a r i n g  r e q u e s t s  f i l e d  October 30, 1985, 
A t t a c h m e n t  B. 
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the two new employees hired in March 1985. Therefore, payroll 

taxes  for t h e  test period have been increased by $160 to $8,429. 9 

Rate Case Expense 

South Shore proposed a pro forma adjustment of $1,400 to 

test period expenses to reflect a 3-year amortization of the 

$4 ,200  estimated cost of this case as shown on Exhibit No. 3 of 

the application. During the public hearing, South Shore was 

directed to furnish the Commission with the actual cost of each 

service performed and included in the rate case expense. After 

reviewing the information filed October 30, 1985, the Commission 

b a s e s  its computation on  the amounts contained in Attachment A of 

the letter: attorney fees $1,459, accounting fees $3,000, 

administrative costs $227, totalling $4,686, or an adjusted annual 

amortization of $1,562 over a 3 - y e a r  p e r i o d .  T h u s ,  t h e  Commission 

has increased rate case amortization by $162. 

Income From Non-u t i 1 i ty Opera t ions 

South Shore showed test period income from non-utility 

operat ions of $ 1 3 , 4 3 5 .  In its response to the CommFssion'a 

request for informat-ion, which it filed September 3 ,  1985, South 

Shore indicated in Item No. 6b of the response that $515 

Computation of payroll taxes: 

Add : 
P r o  forma p a y r o l l  t a x  on s a l a r i e s  of 2 new employees  683 
Less: 
Sa les  and use taxes ( 5 2 3 )  
Adjusted payroll taxes 
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represented r en ta l  income of a r e s i d e n t i a l  apartment which S o u t h  

S h o r e  h a d  d i s c o n t i n u e d  r e n t i n g  as of F e b r u a r y  1 9 8 5 .  Also  I t e m  6c 

of t h e  r e s p o n s e  s t a t e d  t h a t  t h e  $ 2 , 5 0 0  r e p r e s e n t e d  a o n e - t i m e  g i f t  

f r o m  the James E .  H a n n a h  R e a l t y  Company to help t h e  c a s h  f l o w  of 

S o u t h  S h o r e .  T h e s e  items h a v e  b e e n  e x c l u d e d  f r o m  income  from 

n o n - u t i 1  i t y  o p e r a t i o n s .  

A s  d i s c u s s e d  e a r l i e r ,  S o u t h  Shore t r a n s f e r r e d  i t s  s e w e r  

o p e r a t i o n s  to  the  City of S o u t h  Shore a n d  agreed t o  d o  t h e  m o n t h l y  

b i l l i n g  for t h e  n e g o t i a t e d  amoun t  of $700 per m o n t h .  D u r i n g  t h e  

t e s t  period, South Shore received $ 7 , 4 0 0  tor t h e s e  s e r v i c e s  a n d  

t h e  Commiss ion  h a s  a n n u a l i z e d  t h i s  fee w h i c h  would a d d  a n  
a d d i t i o n a l  $ 1 , 0 0 0  t o  test  p e r i o d  i n c o m e .  10 

T h e r e f o r e ,  t h e  a d j u s t e d  income  from n o n - u t i l i t y  o p e r a t i o n s  

is $ 1 1 , 4 2 0 .  South S h o r e  f a i l e d  to i d e n t i f y  a n y  costs  a s soc ia t ed  

w i t h  t h e  g e n e r a t i o n  of t h e s e  n o n - u t i l i t y  r e v e n u e s  a n d  t h u s  t h e  

Commiss ion  f i n d s  i t  a p p r o p r i a t c  to  i n c l u d e  these r e v e n u e s  i n  the 

o v e r a l l  d e t e r m i n a t i o n  of r e v e n u e  r e q u i r e m e n t s .  

T h e r e f o r e ,  South Shore's a d j u s t e d  o p e r a t i o n s  at t h e  e n d  of 

t h e  t es t  pe r iod  w e r e  as f o l l o w s :  

South Shore Commiss ion  Comm i as  i o n  
A d j u s t e d  A d j U 8 t m e n t S  A d j  ub t e d  

O p e r a t i n q  R e v e n u e s  $ 169,394 $ $ 169,394 
O p e r a t i n g  E x p e n s e s  184,553 (29,882) 154,671 
N e t  O p e r a t i n g  Income B (15r159) $ 29,882 $ 14,723 
O t h e r  Income  13,444 (2,015) 11,429 
I n t e r e s t  E x p e n s e  73 30,000 30,073 

N e t  Income (mss)  $ (1,788) $ ( 2 , 1 3 3 )  $ (3,921) 

lo $700 X 12 = $8,400 - $7,400 = $1,000. 
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RATE OF RETURN 

The Commiss ion  is of the o p i n i o n  t h a t  S o u t h  Shore ' s  

a d j u s t e d  o p e r a t i n g  loss is  u n f a i r ,  u n j u s t  a n d  u n r e a s o n a b l e .  

F u r t h e r ,  t h e  Commiss ion  is of the o p i n i o n  that a ra te  of r e t u r n  o n  

n e t  i n v e s t m e n t  of 13.25 p e r c e n t  is fair, j u s t  a n d  reasonable for 

S o u t h  Shore to  e a r n  i n  t h a t  it will a l l o w  S o u t h  Shore t o  m e e t  its 

e x p e n s e s  and  p rov ide  a r e a s o n a b l e  s u r p l u s  for equity growth. 

T h e r e f o r e ,  t h e  Commiss ion  finds t h a t  S o u t h  Shore s h o u l d  be 

p e r m i t t e d  to  i n c r e a s e  i ts  rates t o  p r o d u c e  a n  increase i n  a n n u a l  

r e v e n u e  of $34,87011 w h i c h  i n c l u d e s  s t a t e  a n d  federal  i n c o m e  taxes  

of $5,631. 

NON-REC URR ING CHARGES 

S o u t h  Shore h a s  b e e n  c h a r g i n g  v a r i o u s  n o n - r e c u r r i n g  c h a r g e s  

t h a t  have n o t  b e e n  a p p r o v e d  by the Commiss ion .  The Commiss ion  

r e q u e s t e d  and r e c e i v e d  a d e s c r i p t i o n  of t h e  work p e r f o r m e d  a n d  

cost j u s t i f i c a t i o n  s u p p o r t i n g  each i t e m  i n  order t h a t  the charges 

c o u l d  be c o n s i d e r e d  i n  t h e  i n s t a n t  case. 

S o u t h  S h o r e  is hereby i n f o r m e d  t h a t  a l l  its ra tes  a n d  

c h a r g e s  must be approved by the Commiss ion ,  a n d  f a i l u r e  to s e e k  

Commiss ion  approval is i n  di rec t  v i o l a t i o n  of t h e  K e n t u c k y  Revfeed  

S t a t u t e s ,  C h a p t e r  2 7 8  a n d  t h e  Rules and  R e g u l a t i o n s  of t h e  

Cornmiasion. 

l1 $ 1 5 4 , 6 7 1  (adjusted o p e r a t i n g  e x p e n s e s )  f $43 ,962  (13.25 
p e r c e n t  allowed r e t u r n )  + $5,631 ( F e d e r a l  and state i n c o m e  
t a x e s )  - $169,394 ( a d j u s t e d  per books gross revenues) = 
$ 3 4 , 8 7 0 .  
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R e t u r n e d  C h e c k  Fee  

S o u t h  S h o r e  h a s  b e e n  c h a r g i n g  a r e t u r n e d  c h e c k  fee I n  t h e  

amoun t  of $6. S o u t h  Shore p r o v i d e d  cos t  j u s t i f i c a t i o n  for  this 

charge a n d  t h e  Commiss ion  h a s  f o u n d  t h e  charge t o  be r e a s o n a b l e  

a n d  t h a t  it s h o u l d  be a p p r o v e d .  

R e c o n n e c t  F e e  

S o u t h  Shore h a s  b e e n  c h a r g i n g  a r e c o n n e c t i o n  fee i n  t h e  

a m o u n t  of $10. The c o s t  j u s t i f i c a t i o n  p r o v i d e d  by S o u t h  Shore i n  

s u p p o r t  of t h i s  fee shows t h a t  i t  is r e a s o n a b l e  a n d  should be 

a p p r o v e d .  

New Account Charge 

South S h o r e  provided cost j u s t i f i c a t i o n  i n  s u p p o r t  of I t s  

new a c c o u n t  charge of $3. The  c h a r g e  is reasonable and s h o u l d  be 

a p p r o v e d .  

Meter T e s t  F e e  

The m e t e r  test fee i n  t h e  a m o u n t  of $11.50 is r e a s o n a b l e  

a n d  s h o u l d  be a p p r o v e d .  However ,  t h i s  charge c a n  o n l y  be a p p l i e d  

when a customer r e q u e s t s  a meter t e s t  a n d  a f t e r  t e s t i n g ,  t h e  m e t e r  

is f o u n d  to  r e g i s t e r  w i t h i n  the a c c e p t a b l e  r a n g e  a8 s e t  o u t  i n  8 0 7  

KAR 5 : 0 0 6 ,  S e c t i o n  2 0 ,  C o m p l a i n t  T e s t s  a n d  h a s  b e e n  tested w i t h i n  

t h e  p e r i o d i c  t e s t  I n t e r v a l  r e q u i r e d  by 807  KAR 5r066 ( 1 7 ) .  

T r a i l e r  G u a r a n t e e  

S o u t h  Shore c u r r e n t l y  charges a trailer g u a r a n t e e  charge of 

$75 because i t  c o n s i d e r s  t r a i l e r  taps temporary s e r v i c e s .  T h i s  

g u a r a n t e e  of $ 7 5  is h e l d  by South Shore  for a p e r i o d  of 2 y e a r s  

a n d  t h e n  r e f u n d e d  w i t h o u t  i n t e r e s t .  
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The Commiss ion  is of t h e  o p i n i o n  t h a t  t h i s  g u a r a n t e e  s h o u l d  

n o t  be a p p r o v e d  s i n c e  i t  r e s u l t s  i n  a n  u n r e a s o n a b l e  p r e j u d i c e  a n d  

d i s a d v a n t a g e  t o  S o u t h  Shore‘s  t r a i l e r  o c c u p a n t s .  F u r t h e r m o r e ,  a n y  

t r a i l e r  c u s t o m e r  g u a r a n t e e s  h e l d  by S o u t h  Shore a t  t h i s  t i m e  

s h o u l d  be r e f u n d e d  w i t h i n  30 d a y s  of t h e  d a t e  of t h i s  O r d e r .  

Road C u t  and fioad B o r e  

S o u t h  Shore p r e s e n t l y  charges  $ 2 5  fo r  a g rave l  road c u t  a n d  

$ 8 0  for a road bore. S o u t h  Shore h a s  r e q u e s t e d  a ra te  of $ 2 0  for 

a grave l  road c u t  and  $ 8 0  fo r  a road bore. The p u r p o s e  of t h i s  

w o r k  i n  t h e  i n s t a l l a t i o n  of s e r v i c e  c o n n e c t i o n s  fo r  new c u s t o m e r s  

a n d  d charge for t h i s  work would  be a v i o l a t i o n  of S e c t i o n  

14(3)(a) of 807 KAR 5 : 0 6 6  w h i c h  s ta tes :  “No u t i l i t y  s h a l l  c h a r g e  

for t h e  i n s t a l l a t i o n  or t h e  u s e  of i t s  p o r t i o n  of t h e  s e r v i c e  l i n e  

or of a n y  d e v i c e  f o r  m e t e r i n g  s e r v i c e  t o  a c u s t o m e r ,  e x c e p t  f o r  

t e m p o r a r y  s e r v i c e . .  . . ” The p r o p o s e  of c h a r g e s  of $ 2 0  a n d  $80 

s h o u l d ,  t h e r e f o r e ,  be d e n i e d .  

L a t e  P e n a l t y  

S o u t h  S h o r e  c u r r e n t l y  charges a l a t e  p e n a l t y  i n  t h e  amount  

of 10 p e r c e n t  of t h e  b i l l  owed. S o u t h  Shore has  p r o p o s e d  t o  

c o n t i n u e  t h i s  p e n a l t y  to  e n s u r e  t h e  paymen t  of bills. T h i s  

p e n a l t y  Is r e a s o n a b l e  and s h o u l d  be a p p r o v e d .  

T r a n s i t  C h n r q e  

S o u t h  Shore c u r r e n t l y  charges a t r a n s i t  charge to  move 

e q u i p m e n t  f r o m  i ts  storage area t o  a job s i t e  to  p e r f o r m  work  

r e q u e s t e d  by a c u s t o m e r .  S o u t h  S h o r e  f i l e d  cost  j u s t i f i c a t i o n  

r e q u e s t i n g  approval  o f  a t r a n s i t  c h a r g e  i n  t h e  amoun t  of $35. 
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The Commiss ion  is of t h e  o p i n i o n  t h a t  a n y  w o r k  r e q u e s t e d  to  

b e  p e r f o r m e d  by a c u s t o m e r  s u c h  as r e p a i r s  to  t h e  l i n e  b e t w e e n  t h e  

meter a n d  h o u s e  is b e t w e e n  S o u t h  Shore and t h e  c u s t o m e r .  I t  is 

t h e  c u s t o m e r ' s  r e s p o n s i b i l i t y  to m a i n t a i n  t h a t  p o r t i o n  of his l i n e  

a n d  t h e  c u s t o m e r  is f r e e  t o  f i n d  t h e  lowest p r ice  f o r  w h i c h  the 

work c a n  be p e r f o r m e d .  T h e r e f o r e ,  t h e  Commiss ion  f i n d s  t h a t  t h i s  

price is n e g o t i a b l e  b e t w e e n  S o u t h  S h o r e  a n d  i ts  customers, b u t  

s h o u l d  c o v e r  t h e  cost  of p e r f o r m i n g  t h e  r e p a i r s .  

However ,  t h e  Commiss ion  r e m i n d s  S o u t h  Shore t h a t  i t  is 

r e s p o n s i b l e  for i ts  p o r t i o n  of t h e  l i n e  a n d  no charges  c a n  be m a d e  

for r e p a i r s  made o n  S o u t h  S h o r e ' s  s i d e  of t h e  meter. 

Meter T r a n s f e r  C h a r q e  

S o u t h  Shore h a s  proposed to c o n t i n u e  c h a r g i n g  its m e t e r  

t r a n s f e r  f e e  i n  the a m o u n t  of $10 w h i c h  is app l i cab le  when a 

c u s t o m e r  moves to  a new locat ion.  T h i s  c h a r g e  is reasonable and 

s h o u l d  be a p p r o v e d .  

W a t e r  D e p o s i t  

S o u t h  Shore c u r r e n t l y  c h a r g e s  a d e p o s i t  i n  t h e  a m o u n t  of 

$15 for  r e s i d e n t i a l  c u s t o m e r s  a n d  $25 f o r  commercial c u s t o m e r s .  

S o u t h  Shore h a s  p r o p o s e d  t o  c o n t i n u e  i ts  p r e s e n t  depos i t  p o l i c y .  

S o u t h  S h o r e ' s  proposed water deposit  c h a r g e s  are r e a s o n a b l e  a n d  

s h o u l d  be a p p r o v e d .  

S e r v i c e  C a l l  C h a r g e  

S o u t h  Shore c u r r e n t l y  c h a r g e s  $5 for a service c a l l .  S o u t h  

Shcre h a 8  p r o p o a e d  to i n c r e a e e  t h i e  c h a r g e  to $ 7 . 5 0  to c o v e r  t h e  

costs associated w i t h  p r e p a r i n g  a s e r v i c e  work order i n c l u d i n g  

g a s o l i n e  a n d  t i m e  s p e n t  a t  t h e  c u s t o m e r ' s  p r e m i s e s .  The 
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Commiss ion  f i n d s  t h a t  t h i s  c h a r g e  is reasonable u n l e s s  t h e  service 

work o r d e r  is made t o  correct a problem w i t h  S o u t h  Shore's meter 

o r  w a t e r  l i n e s .  W i t h  t h i s  e x c e p t i o n  t h e  c h a r g e  is r e a s o n a b l e  a n d  I 
shou ld  

record 

be a p p r o v e d .  

SUMMARY 

T h e  Commiss ion ,  a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of 

a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  a n d  finds t h a t :  

1. The ra tes  p r o p o s e d  by S o u t h  S h o r e  w o u l d  p r o d u c e  

r e v e n u e s  i n  e x c e s s  of t h e  r e v e n u e s  f o u n d  r e a s o n a b l e  h e r e i n  a n d  

s h o u l d  be d e n i e d  p u r s u a n t  t o  KRS 278.030. 

2. The ra tes  i n  A p p e n d i x  A are t h e  f a i r ,  j u s t  a n d  

reasonable rates t o  c h a r g e  for water s e r v i c e  r e n d e r e d  t o  S o u t h  

S h o r e ' s  customers a n d  s h o u l d  p r o d u c e  a n n u a l  r e v e n u e s  f r o m  water 

s a l e s  of a p p r o x i m a t e l y  $196,349. 

3. S o u t h  Shore s h o u l d  f i l e  w i t h  t h e  C o m m i s s i o n  a n  

a p p l i c a t i o n  f o r  a c e r t i f i c a t e  o f  p u b l i c  c o n v e n i e n c e  a n d  n e c e s s i t y  

a n d  p e r m a n e n t  f i n a n c i n g  of i t s  a n t i c i p a t e d  c a p i t a l  i m p r o v e m e n t s  a s  

s 3 o n  a s  f e a s i b l e .  

4 .  S o u t h  Shore's  proposed r e t u r n e d  c h e c k  fee  is r e a s o n a b l e  

a n d  s h o u l d  be a p p r o v e d .  

5 .  S o u t h  S h o r e ' s  p r o p o s e d  r e c o n n e c t  f e e  a n d  new account 

c h a r g e  is r o a s o n a b l e  a n d  a h o u l d  be a p p r o v e d .  

6. South S h o r e ' s  proposed m e t e r  tes t  f e e  is r e a s o n a b l e  a n d  

s h o u l d  b e  a p p r o v e d  as m o d i f i e d  h e r e i n .  

7. S o u t h  S h o r e ' s  p r o p o s e d  t r a i l e r  g u a r a n t e e  c h a r g e  is 

u n f a i r ,  u n j u s t  a n d  s h o u l d  be d e n i e d .  
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8 .  S o u t h  S h o r e  s h o u l d  r e f u n d  a n y  t r a i l e r  g u a r a n t e e s  h e l d  

a t  t h i s  time w i t h i n  30 daya of t h e  d a t e  of t h i s  O r d e r .  

9.  S o u t h  S h o r e ' s  proposed c h a r g e s  for a road c u t  a n d  road 

bore s h o u l d  be d e n i e d .  

10. S o u t h  S h o r e ' s  p r o p o s e d  l a t e  p a y m e n t  p e n a l t y  is 

reasonable and s h o u l d  be approved. 

11. S o u t h  S h o r e ' s  p r o p o s e d  t r a n s i t  charge for w o r k  

p e r f o r m e d  o n  t h e  c u s t o m e r ' s  s i d e  of t h e  meter s h o u l d  be n e g o t i a t e d  

b e t w e e n  South S h o r e  a n d  its customer. 

12. The  p r o p o s e d  meter t r a n s f e r  c h a r g e  is r e a s o n a b l e  a n d  

s h o u l d  be a p p r o v e d .  

13. South Shore's p r o p o s e d  w a t e r  depos i t  c h a r g e s  are 

r e a s o n a b l e  a n d  s h o u l d  be a p p r o v e d .  

14. S o u t h  S h o r e ' s  proposed service c a l l  charge s h o u l d  be 

a p p r o v e d  a s  m o d i f i e d  h e r e i n .  

I T  IS THEREFORE ORDERED THAT: 

1. The rates i n  Appendix A be a n d  they hereby are  a p p r o v e d  

as t h e  fair, just a n d  r e a s o n a b l e  rates t o  be c h a r g e d  b y  S o u t h  

S h o r e  f o r  water service r e n d e r e d  o n  a n d  a f t e r  t h e  date of t h i s  

O r d e r .  

2.  The ra tes  proposed by S o u t h  S h o r e  be and t h e y  h e r e b y  

at. dan imd .  

3. S o u t h  Shore's proposed r e t u r n  c h e c k  f e e  be a n d  i t  

hereby is a p p r o v e d .  

4 .  South Shore's p r o p o s e d  r e c o n n e c t  fee a n d  new a c c o u n t  

charge be a n d  t h e y  are approved. 
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5 .  S o u t h  S h o r e ' s  proposed meter t e s t  f e e  be a n d  it h e r e b y  

is approved as modified h e r e i n .  

6. S o u t h  Shore ' s  proposed t r a i l e r  g u a r a n t e e  he a n d  it 

he reby  is d e n i e d .  

7. S o u t h  Shore s h a l l  r e f u n d  a l l  t r a i l e r  g u a r a n t e e s  h e l d  at 

this t i m e  w i t h i n  30 d a y s  of t h e  da te  of t h i s  O r d e r .  

8 .  S o u t h  Shore's proposed c h a r g e s  f o r  a road c u t  a n d  road 

bore be a n d  t h e y  h e r e b y  are d e n i e d .  

9. S o u t h  S h o r e ' s  p r o p o s e d  l a t e  p a y m e n t  p e n a l t y  be a n d  I t  

h e r e b y  is a p p r o v e d .  

10. S o u t h  S h o r e ' s  p r o p o s e d  t r a n s i t  c h a r g e  s h a l l  c o v e r  t h e  

cost of work performed and s h a l l  be n e g o t i a t e d  b e t w e e n  S o u t h  Shore 

a n d  i t s  c u s t o m e r .  

11. The proposed meter t r a n s f e r  c h a r g e  be and i t  h e r e b y  is 

approved. 

12. S o u t h  S h o r e ' s  p r o p o s e d  water  depos i t  c h a r g e s  be a n d  

they h e r e b y  are a p p r o v e d  . 
13. S o u t h  Shore's proposed s e r v i c e  c a l l  c h a r g e  be a n d  it 

h e r e b y  is approved a s  m o d i f i e d  h e r e i n .  

14.  W i t h i n  30 days of t h e  d a t e  of t h i s  Order  S o u t h  Shore 

s h a l l  f i l e  w i t h  t h i s  Commiss ion  its t a r i f f  s h e e t s  s e t t i n g  f o r t h  

t h e  rates approved h e r e i n  a n d  a copy of its rules a n d  r e g u l a t i o n s  

for p r o v i d i n g  w a t e r  s e r v i c e .  
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Done at F r a n k f o r t ,  Kentucky,  this uth day Of JarUary, 1986. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secre t ary 



A P P E N D I X  A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC S E R V I C E  
COMMISSION I N  C A S E  NO. 9330  W T E D  Jm 13,  1986 

The following rates and c h a r g e s  a r e  p r e s c r i b e d  for t h e  

customers i n  t h e  area s e r v e d  by t h e  S o u t h  S h o r e  Water Works 

Company. A l l  other r a t e s  a n d  c h a r g e s  n o t  specifically mentioned 

herein s h a l l  remain the same as  those i n  e f f e c t  u n d e r  a u t h o r i t y  of 

this Commiss ion  prior to t h e  e f f e c t i v e  da t e  of t h i s  O r d e r .  

RATES: M o n t h l y  

F i r s t  1 , 0 0 0  g a l l o n s  
N e x t  9 ,000  g a l l o n s  
Next 2 0 , 0 0 0  g a l l o n s  
Nex t  2 0 5 0 0 0  g a l l o n s  
Over 50,000 g a l l o n s  

F i r e  H y d r a n t  C h a r g e  

Nonrecurrinq C h a r q e s  

R e t u r n  Check F e e  
R e c o n n e c t  Fee 
N e w  A c c o u n t  C h a r g e  
Meter Test F e e  
Meter T r a n s f e r  C h a r g e  
Water Deposit 

R e s i d e n t i a l  
C o m m e r c i a l  

S e r v i c e  C a l l  
Late P e n a l t y  

$2.60 Minimum B i l l  
1.30 p e r  1,000 gallons 
1.00  p e r  1 , 0 0 0  g a l l o n s  
.90 p e r  1 , 0 0 0  g a l l o n s  
.85 per 1 , 0 0 0  g a l l o n s  

$5.50 per month  

$ 6 . 0 0  
10.00 
3.00 
11.50 
10.00 

15.00 
25 -00 
7.50 

10% of amount  owed 


